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OFFICE OF REPORTS AND ESTIMATES

TRANSPORTATION DIVISION

8 November 1948
Weekly Intellipgence Summary No. 87

SECTION I. SUMMARY OF TRENDS ARD DEVELOPMENTS

Bombing of US ships in Chinese waters or on the adjacent high seas,
which has been threatened by the Notionalisks, will be regarded by the
US an en act of "utmost gravity", sccording to recent Department of
State instructions to the Lmbassy at Chungking. While sporadic bombing
of US and other vessels entering Chinese ports might halt traffic into
Shanghei or other ports south of the Yongtze, there is 1ittle likelihood
that the Nationslists are capeble of appreciably interdicting tralfic
into northern ports, such as Talu (Tiantsin) or Tsingtac, by air attacks
on merchant shipping. (Item Ro. 1, A)

Having now gained control of virtually all Chinese coastal portis
except Hong Kong, the Chinese Communists arse beginning to negotiate for
the acquisition of merchant shipping by cherter or purchase in order to
fulfill their minimum short tern requirements for the movenent of import
and export braffic. (Item No. 2, B)

vith one-helf of the vessels of the merchant fleet originally owned
by China Merchant Steam Navigation Company now under Communist control,
g struggle is unfolding to determine the future status of the remaining
vessels, While it appearsthat CMON officials at Hong Xong are debermined
that there shall be no defecticu and are obviously attempting to work oub
arrangenents advantageous o thomselves for the operation of the vessels
outside Comaunistecontrolled wators, there is a possibility tmt the
ships' crews, disgruntled over unpalid wages, may sttempt & coup intended
4o deliver the vessels into Commnunist hands. (Item No. 3, B)

Transfer of responsibility for rraffic in the Soviet Zone of Germany
" from SMA to the new Bast German "Democratic Republic” ney hsve been do-
signed to force the Allies to renegotiate with this new government all
existing traffic agreements. This contingency would, in effect, repre-
sent de fecto recognition. The Western German Goverwmment, howeveﬁsyﬁfy
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be willing, if requested, to delegate the responsibility for further
nepotiations to the railway administration of the Western Zone. This
action would circumvent any Soviet scheme to jockey the Vestern Powers
into direct contact with Bast Gorman authorities. (Item No. 4, B)

The sale of tankers by France to the USSR was recently threatened :
by a French conferez at the Paris secting on East-West trade controls. '
While this representative's views do not necessarily reflect official :
Fronch poliocy, dissatisfaction was expressed over exports from the US
of pil well equipment to the USSR, and ¥rence, it was asserted, will rno i
longer refrein from selling tankers to this customer. (Item No. 5, B) f

Favoreble action on the establishment of & new Europsan Rallwey
Organization was tskoen st the recent special session of the Inland Trans-
port Rail Sub.Committee of the Economic Commission for Europe held in
Geneva. The Sub-Commi®tee has recommended thet & single body be farmed
which will embrace all the spheres of activity now the responsibility
of various international non-governmental raeilway orgenizations.

{Item No. 6, C)

US-Yugoslav discussions have now commenced in Belgrade concerning
an exchange of certain civil sir rights, Any errangement conoluded
batween the US and Yugmoslavia et this time will be of indeterminste
duration and subject tc immediate cancellation by either party.

(Item No. 7, B}

p

The Netherlands Govermmont has new been notified that the Govermnment
of India wishes to open nepgotintions for amendment of its bilaberal air
agreoment to include restriotions such as the predetermination of come
petitors' flight frequencies and division of traffic over routes flown
by Air India. The Dutch, aware that the US-Indian sir agreement must
elso be asmended if' the restrictions desired by India are to be applied
without disorimination, and also aware that the UK has successfully
dodged the issue for the time being, will probably use evory means to
delay the Indian discussions. {Item No. 8, B)
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The Italian Covermment has refused to consider a Czechoslovak re~
quest for air ripghts through Rome to Tirana until a satisfactory settle-
ment has been reached on certain outstending economic problems such as -
the financial reimbursement due Italy in compensation for the nationali-
zation of Italian property in Czechoslovskie. (Iuvem No. 9, B)

———— =

The smugpling of gold by sir is reaching such proportions in Burope,
uccording to a report attributed to the French Ministry of Finance, that
it may well surpass in value that moved illegally soross iulernetional
borders by road and reil. One well finenced group with hesdquarters in
Switzerland, utilizing light aireraft, has covered its activities by
means of false carpo manifestsand forpged diplomatic psssports.

(Item No. 10, B)
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SECTION II., CURRENT DEVELOPMENTS

SURFACE TRANSPORTATION

1. Bombing of US ships in Chinesse waters or on the adjacent high seas, "
which has been Ghreateneq by the Nationaiists, will be regarded by the
US as an act of "utmost gravity", according to recent Departmont of
State inastruotions to the Embasgsy at Chungking. The Embassy is to ine
form the Foreign Minister of thia view and to state that the US trusts
the roported intentions of the Chiness Air Force in this respect repre.
sent the attitude of irresponsible elements and not the intended policy
of the Chinese Government.

In & oonversation with m%xme
25X1X6 8 U5 Alr Attache at Taipei has been ipe

ormed that Chinese airplanes will attack any vessel along the China
coast or in the Formosan Straits. When the US representative pointed
out that the arvas indicated were international waters and that Chinese
sovereignty extends only three miles off shore, 25X1X6
modified his statement by asserting that such vessels would be tracked
by air and bombed if they entered territorial waters. He also indicated
that British vessels were the most frequent violators of the port
closure order, presumably reflecting Nationalist displeasure over the
recent action of the British Navy in escorting British~fleg merchant
ships entering Shanghel in definace of Chinese naval craft (see D/Tr
Weekly No. 86)., While sporadic bombing of US and other vessals entering
Chinese ports might halt traffic into Shanghai or other ports south of
the Yangtze, there is little likelihood that the Nationalists are
capable of appreciably interdicting traffic into northern ports, such as
Taku (Tientsin) or Tsingtao, by air attacks on merchant shipping.
(Confidential)

2, Having now gained control of virtually all Chinese cosstsl ports
except Hong Kong, the Chinese oruunists are eginning to negotiate Ffor
the acquisition of merchant shipping by charter or purchase in order to
fulfill their minimum short term requirements for the movement of import
and export traffic.  The Communists desire to charter ten vessals, for
example, to engage in the North China~Shanghai trade in coal and other
bulk cargoes. Though they are chiefly interested in large vessels, they

will accept smaller units, but ure not interested in old tonnage.
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The chanpghai representative of a US-owned shipping agency asserts
that his compeny has concluded final arrangements through an intermediary
for chartering a 10,700 D¥T Honduran«flag vessel to the Chinese Commu-
nists. The wvessol will reportedly opersts mlong the China coast and
possibly to other areas. The same agent has also offored Panamanian~flag
vessels to the Communists and the shanghsi represontative of the US Lines
has been reportedly discussing the sale or charter of bol:toms belonging
te his company.

Chinese Conmunist requirements for additionel shipping are probably
urgent, in spite of their capture of some former Nationalist vessels.
Their efforts tc build up a4 merchant merine, however, will be severely
hampered by several factors. Although charter payments in advence for
two months have been deposited in & New York bank for the Homduran
vessel, the Communist herd currcency fundz are believed to be limited,
and outright purchase of substantial tomnage is therefore unlikely. The
purchase of US-flag tonnage, moreover, could not be sffected without US
Government approval. (Confidentisl)

With one-half of the vossels of the merchant fleet originally owned
by China Mercheant Steam Nevigation Company now under Communist control,
n struggle is unfolding to determine the future status of the remaining
vessels (see D/Tr Weekly No. 86). The mein office of the company, the
largest operator of Chinese-flag shipping, is now at Taipei. The
company 2lso maintains en office in Hong Kong, however, where nine of
its vessels were loceted on 28 October. It appears that the position of
the Hong Keng office, which has no funds to psy salaries, has become
untenable end desperate efforts have been instituted by the Hong Kong
officials to prevent additional vessels from falling under Communist
domination.

The Chairman of CMSN, after resigning, lef't Hong Kong for Tokyo
on 21 October. It is belisved that he intended to discuss a plan with
3CAP whereby the CMSN vessels would be leased for use by Japsnese ship=
ping interests. Unconfirmed reports indicate, however, that any such
plan might be hampered by the British attitude. After rejecting s re-
quest for registration of these vessels under the British flag at Hong
Kong, British authorities allegedly detained the vessels by refusing
to igsue exit permits, with the uvlierior motive of using this shipping
in their dealings with the Chinese Communists.

While it appeers that CMSN officiale at Hong Kong are determined

that there shall be no defecticn and are obvicusly attempting %o work
out arrangements edvantageous to themselves for the operation of the
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vessels outside Communist~contiolled waters, there is a pessibility that
the ships® orews, disgruntled over unpaid wages, may attempt a coup
intended to deliver Lhe vessels into Communist hands. (Confidential)

4. Transfer of responsibility for traffic in the Soviet Zone of Germany
from SMA to the new Eastern German *Lemocratic Republic” may have been
designed to force the Allies to remegotiate with this new government all
existing traftic agreements. This contingency would, in effect, repre-
sent de facto recognition. The changed situation was revealed in a newse
peper statement which asserted that General Xwashnin, transport chief of
Sild, has pointed ocut the responsibility of the Rebublic's Traffic
Minister to conclude henceforth all internationsal agreenents necessary
for "safeguarding traffic relations with foreign countries." The pro~
tection of rail installations in the West Sector of Berlin, moreover,
which has been hitherto assured by rallway police under SMA supervision,
may also be turned over to the Republic. This possibly tactical move
on the part of the USSR may now reopen the whole question of Lhe Allies?
corridor to Berlin, and the subsidiary problem of operation by Hast
German personnel of Allied military trains during transit through the
Soviet Zone to Berlin., The Vestern German Government, however, may be
willing, if requested, to delegate the responsibility for further negotia-
tions te the rallway administration of the Western Zone. This action
would circumvent sny Soviet scheme to jockey the Western Powers into
direct contact with East German asuthorities. (Secret)

5, The sale of tankers by France to the USSR was recently threatened
by a French conferee at the Parie mneeting on Last-West trade controls,
While this repressentative's views do not necessarily reflect official
French policy, dissatisfaction was expressed over exports from the US of
oil well equipment to the USSR, and France, it was asserted, will no

longer refrein from selling tenkers to this customer.

Actually, the past reluctance of the French to do business with the
USSR has reflected the general Western European disinclination to accept
Soviet economic and political terms fully as much as a desire to CoOper
ate with the US objective of blocking the acquisition of tankers by the
USSR and Satellite countries.

After several years of'practically no unemploymert in French ship-
vards, meny yards ere now faced with the prospect of curtailing activi-
ties by 1952-53, when present contracts will be completed, and some shipe
yards may becoms entirely idle., The recalization of this prospect may be
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meking Uhe Frenoh Government more receptive to Soviet proposals regarding
ship construction. Unemploymert in the shipyards, furtle rmore, would
provide the French Communists & fertlle field for attacks ageinst the
French Government. Italian and Trieste Communists have demonstrated in
their areas the propagenda opportunities in similar situations by
eacribing shipyard unemployment to the unwillingness of US imperialists
to permit business with the Soviet Unlon. (Ssoret)

Favorable action on the establishment of a new European Railway
Orpanization was teken at the recen® special session of the Inland Trans-
port Rail Sub-Committee of the iconomic Commission for burope (ECE) held
ir Geneva. While the Sub-Committee decided that it is mot advisable to
attempt eny integration of international governmental railway bodies at
the present time, they resolved to undertake an examination of the
problem at a later date. The internationsl governmental bodies which
specialize in railway problems are:

Inland Transport Committee of the ECE through its Sub-
Committee on Rail Transport;

Central 0Office for International Transport by Reil at
Berne; and

International Conference for Promoting Technical Uni~-
formity on Reilwsys (Unité Technique-UT).
Relative to the international non~governmental railway organizationss
International Union of Railways (UIC);
Tnternational Railway Wagon Union (RIV);
Internstional Carriage and Ven Union (RIC);
Europeen Passenger Timetable Conference;
International Goods Train Timetable Conference; and
International Rail Transport Committee (CIT);

the Sub-Committee recommended the formation of a single body which would
smbrace sll the spheres of activity of the separate entities.
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The Sub~-Commitiee requested the International Union of Reilways
{UIC) to proceed, in consultation with the other non-governmental intor
national railway bodies, im the preparation of draft statutes of an ine
tograted orgenization; to submit this draft to a special general
assembly, to which representatives of all railway administrations par-
ticipating in eany one of the non-governmentael international railwey
bodies shall bs invited; and to transmit the resulting final draft to
the Executive Sscretary of the ECE,

In view of past Czech opposition to the new orgsnization, there is
some possibility that establishment of a new body of this sort might
jeopardize the continued participation of the various Satellite railway
wusinistrations in the existing European railway conventions. Formation
of & new organization, moreover, might give the USSR an oppertunity o
reopen pressure on the Eastern Buropean countries to withdraw and limit
their international collaboration in raiiway transportation matters
exclusively to the new Warsaw Transport Convention.

On the other hand, the fact that this non-government organization
is to operate principally at the technical level will prevent its
assuming the strong political power which might be expected if it
funotioned at the govermmental level, This factor may forestall the
bitter Soviet opposition that would otherwise surely result
(Confidential)
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CIVIL AVIATION

US-Yugoslav discuassions have now commenced in Belgrade concerning
an exchenge of certain civil air rights. The European press, which prew
maturely announced the pending netogiations, incorrectly described them
as preliminary to a reciprocal agreement similar to those concluded by
the US with some 40 other countries. These provide an exchange between
the two signatories of landing rights in their raspective territories.
No such agreement is contemplated by the US, Yugoslavia, moreover, at
present secks only transit rights through both US zones of occupation.
and traffio rights at a designated airport in Germany on a route to
Paris and London. The US has asked for transit and traffie rights at
Belgrade on & route to Athens. Any arrsngement concluded between the US
and Yugoslavia at this time will be of indeterminate duration and subject
to immediate cancellation by either party. (Secret)

The Government of Indie is continuing to seek amendment of sxisting
bilateral sir agreements to include restrictions such 68 tho predetermi-
nation of competitors® flight frequencies and division of traffic over
routes flown by Air Indie (see D/Tr Weekly Ho. 69).

The Netherlands Government has now boen notified that the GOI wishes
to open negotiations for this purpose. The Dutch, aware that the USe
Indian sir agreement must alsc be smended if the restrictions desired by
India are to be applied without disorimination, and also aware that tho
UK has successfully dodged the issue for the time being, will probably
use overy means to delay the Indian discussions. The UK and the Nether~
lands both recognize that the basic principles of their civil aviation
policy are at stake and that should either country compromise them to
any extent, many other countries would consider themselves no longer
bound by such principles. In this event, a wave of restrictionise might
well put an end to the present competitive pettern in international civil
aviation in favor of one which would be clogely controlled and repulated
by local governments for nationalistic ressons,

Although the GOI hes indicated to the UK that it will soccn open
discussions for amendmeont of its air agreement with the US, no move hes
yet been made to do soc. It is probable, moreover, that the GOI will be
reluctant to approsch the US and invite almost certain failure until it
hes first exploited every possible political and economic weapon in perw
auading other countrics, whose airlines traverse India, to come to terms.
{Confidential)
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The Italien Government has refused to consider a Czechoslovek re-
quest Lfor air rights through Home Go lirana until a satisfactory settle-
ment has been reached on certain ocutstanding sconomic problems such as
the financial reimbursement due Italy in compensation for the nationalie-
zation of Italien property in Czechoslovakia. The objective of Cszecho-
slovakin is to obtain access to Albania by & route which is not dependent
upon Yupgoslav senction. While this counter demand on the part of Itely
may temporarily serve to postpone further discussion, it will no longer
serve if the two countries arrange a trade agreement similar to that
recently concluded by the UK with Czechoslovakis. This asgreement is re-
ported to have satisfied British claims for compensation with regard to
property nationalized by Czechoslovakia, Italy, which has promised the
US and UK to refuse onward flight from Rome to Czechoslovek .airlines,
may still insist that an economic necessity be demonstrated for an air
connection between Rome and Tirana when a route to Tirsna from Prague
through Belgrade is not only available but more direect. (Confidential)

The smuggling of gold by air is reaching such proportions in Europe,
according to a report attributed to the French Ministry of Finance, that
it may well surpass in value that moved illegally across international
borders by road and rail. One well financed group with headquarters in
Switzerland, uitilizing light aireraft, has covered ite mectivities by
means of false cargo manifests and forged diplomatie passports.

The task of spprehending these operators is not simple becsuse
smugglers frequently utilize abendoned wartime airfields and on occesion
drop Their cargoes by parachute. Buropean governments, morecver, hava
been slow in recognizing the serious implications of relatively uncone
trolled personsl and non~scheduled aircraft movements. {Such movements,
for example, can provide a resdy means for evasion of ECA-sponsored
controls over exports from Western to Bastern Buropean countries; seu
D/Tr Veekly No. 77.) The ¥rench, however, have now organized special
mobile detachments of customs officials for the purpose of imtercepting
such activities. A concerted effort, meanwhile, is being made by the
customs authorities of the UK, France, Belgium, the Netherlands,
Switzerlend and Spain, to keep international asirports under surveillanoce,

These measures are apparently meeting with some success, as several
important arrests are reported to “ave been made. A recent case in-
volves one ¥rederic Ebel, a Frenchman of Polish extraction, long known
to have been active in clendestine activities, who is now held in Paris
on charpes of zold emuggling. Ebel hus maintained a residence in
Switzerland as a Swiss representative of Air Span Ltd., & British non-
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scheduled carrier. During December 1948, he assisted in diverting

through subterfuge two DC«~3 transport aircraft I in violation of 25X6A
the UN truce. Bbel's name has fipured in other international dealings

in aircraft such es that of the C«46 which waa grounded by the Swiss in

Junuary 1948, carrying a false Nexiocan registration number and forged

papers. It may not be mere coincidence that Fbel has also maintained s
residence at Lyon, France, near vhioh city, according to a French press

report, a cargo of gold was recently dropped by parachute.

(Secret)
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